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Fiscal Planning—The Role of Budgets
By: R. Grace Hinds, C.P.A.
Washington, D. C.
Planning is the function of management in
volving the selection from among alternatives
of objectives, policies, procedures and pro
grams. Management applies to government as
well as to business. To avoid dissipating re
sources on a daily basis without thinking of
tomorrow, management must consider the best
and most efficient use of the resources avail
able.
A recently published cartoon is illustrative
of a negative approach. It shows the chairman
of the board saying: “We will now call in the
switchboard operator, she knows everything
about our business.”
In his article “Profit Planning for the Oper
ating Man,” May 1954 Controller, W. T.
Seney, Management Consultant of McKinsey
& Co. wrote: “Forecasting is our best thinking
about what will happen to us in the future.
. . . Planning is our best thinking about what
we can cause or want to happen in the future.
. . . In forecasting, we define situations and
recognize problems and opportunities. ... In
planning, we develop our objectives in prac
tical detail and we correspondingly develop
schemes of action to achieve these objectives.”
Planning then, is the primary requisite to or
ganization, staffing, direction and control.”
When we have determined our objectives
and organization structure, we need a guide in
terms of units and/or dollars through which
we can direct and control our operations. The
budget, then, is a written plan expressed in
numerical or monetary terms. It should serve
as a standard against which performance is
measured. The budget is for internal use only
with the exception of its occasional role in se
curing credit.
Basic financial or fiscal policy must be de
termined before operating and capital outlay
budgets can be prepared. Managements’ ob
jectives may fall between two extremes, viz.,
restricting planning to available funds with no
increase in investment or borrowing; or se
curing the working capital required to finance
any project promising a satisfactory return on
investment.
Dr. Catheryn Seckler-Hudson, Dean, School
of Government & Public Administration,
American University, explains a budget func
tion as follows: “Management is primarily con
cerned with the mobilization of resources and
their application toward the achievement of
known ends. Budgeting, as an integral part of
management, is concerned with the balancing
of needs of a given group or groups weighed

one against the other, making choices, allocat
ing equitable portions of available resources
to chosen needs and partially controlling the
execution of the group activities and programs.
Budgeting, like organization and management
becomes largely a matter of division and syn
thesis or of specialization and coordination.”
An article in Nations Business, copyright
1961, (Vol. 49, No. 2) entitled “Executive
Skills You Will Need Most” categorized the
“musts” obtained from presidents of large
corporations, educators and consultants into
five key skills which include flexibility and
adaptability to change; proficiency in control
ling and reducing expenses; and coordination
and correlation of forces within and without
the company.
It has been said that a plan is efficient, if,
when put into effect, it brings about the at
tainment of objectives with a minimum of un
sought consequences and with results greater
than cost. The budget then, seeks to guide the
various echelons of business or government to
ward the financial goal of result greater than
cost. Budgeting tends to minimize costs if
proper time and consideration have been
given to preparing the budget document.
The budget period must be matched with
the nature of business concerned and therefore
it is preferable to key the accounting periods
to the budget period, whether calendar or
fiscal. The longer the budget period, the
greater the possibility that the plan may be
upset by such factors as changes in economic
condition, competing products, shifts in costs,
changes in programs or objectives and changes
in consumer tastes. Budget periods which are
too short face the danger of failing to take
into account important events which lie just
beyond the budget period. It takes consider
ably less effort to prepare a budget for a year
and revise it at regular intervals (such as
quarterly) than to budget anew for every
short period.
Realistic financial forecasting and budgeting
go together, because key forecasts form the
bases for operating plans which in turn should
result in sound profit planning. Sound profit
planning requires important consideration to
the elasticity of demand for the product or
service.
Budgets, as in any other control device,
must be worth their cost. If the budget is
tailored to the size and needs of the enterprise,
the test of economy may be satisfied. There
fore, simplicity in presentation and adaptability
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for budget control is a requisite to its effec
tiveness. Likewise budgeting goals should not
supersede enterprise objectives.
Budgets should not grow from precedent.
They should be used as a guide in re-examining
standards and bases on which planning policies
are translated into numerical terms. Control
through budgets too often results in inflexibili
ties because plans are reduced to numerical
terms. When the planning concept has been
adopted, budgets emerge of necessity—budgets
with a purpose as deep as the stream of ideas
giving direction and drive to the business
itself. The budget must not be a pressure de
vice designed to goad people into greater ef
forts. It should be a tool used by the foreman
and the boss in a “let’s do it together” attitude.
It has been said that most human problems
are born at the point of deviation from the
budget. The deviation is the central point in
the entire system—the moment which requires
management consideration and perhaps action.
The foreman or branch chief should sense in
the attitudes surrounding the budget an ele
ment of flexibility which merely requires a
report. Upon presentation of his report, he
should be able to feel that it will be given
consideration regardless of the issue involved
and without being subjected to censure or
negative treatment for advancing his ideas.
There are two main types of budgets—the
appropriation budget and the flexible budget.
Appropriation budgets are used primarily by
government bodies. They may be used by
business to control advertising, research and
capital expenditures. In appropriation budgets
a fixed amount is set aside for expenditures
presumably in some relation to the needs of
the business or agency and changes or in
creases in expenditure can be made only upon
approval of the fiscal management.
The flexible budget is characteristic of busi
ness enterprise taking all divisions or echelons
as a whole. It consists of many types within a
business. Flexibility involves the ability to
change a plan without undue cost or friction,
to keep moving toward a goal notwithstanding
changes in environment or even failure of
plans. A manager cannot always put off making
a plan long enough to be sure of the correct
ness of the action.
Appropriations Budgets

Government fiscal policy includes (1) policy
regarding purchases of goods and services, (2)
tax policy, and (3) policy regarding transfer
payments, namely payments for which no di
rect service is rendered. Transfer payments in
clude veterans benefits, social security and gov
ernment pension plans, price support pro
grams, and unemployment compensation.
4

Until 1921 the U. S. Government operated
on the philosophy of laissez-faire—“that gov
ernment is best which governs least.” The ne
cessity for more effective and economical regu
lation of public expenditures resulting from
World War I costs, expansion of Federal ac
tivities after 1915, rapid rise of public debt,
etc. brought about the Budget and Accounting
Act of 1921.
Following the crash in 1929 when the gov
ernment became a major factor in income dis
tribution, taxation and investment, every real
manager in the nation began to premise gov
ernment fiscal policy in developing his plans.
Likewise government relates its fiscal policies
to Gross National Product, (known as GNP)
which is the market value of the output of
goods and services produced by a nation’s
economy during a stated period of time before
deduction of depreciation charges and other
allowances for business and institutional con
sumption of durable capital goods. GNP does
not take into account “double counts,” such
as goods in warehouses but includes goods at
last point only. It follows five basic philos
ophies:
First, expenditures for output and only out
put, as opposed to saving, create money for
the nation. Money income must vary with the
level of expenditures. Second, income flow is
a circular flow involving the flow of expendi
tures into the market for output, purchased
output resulting in business income receipts
and receipts into output or market again.
Third, saving can be injected into the market
only as spending for output or for investment.
Fourth, government deficit spending can also
create money in the consumption market. And
fifth, Government can directly affect the flow
of income by altering its rate of expenditure
for output. The amount of tax collection at
each level of income and its rate of transfer
payments.
Budgeting in the Federal Government, and
in most local, state, and city governments, may
be defined as the process by which financial
policies and programs of the administration,
including monetary requirements are formu
lated, adopted and executed. The Federal Bud
get includes the operations of several public
corporations. These live in the shadow of gov
ernment endowed with Government authority,
operating with public funds, for which there
is very little accountability, and are free from
restraints of the market and from established
political authority. Examples include TVA,
Federal Highway programs, Public Buildings,
etc.
The formulation of the budget of the United
States is one of the most important duties of

with approval deviates from the plan. Follow
ing the execution is the Chief Executive’s ac
countability through satisfactory reporting,
auditing by General Accounting Office and
justifying future plans, activities and financial
estimates.
There is multiple participation in the Gov
ernment budgetary processes. In the U. S. the
Chief Executive is charged with the entire
program. Each department and agency is at
the bottom of the ladder of preparation. The
Council of Economic Advisors, established in
1946, serves as aid and advisor to the Presi
dent in matters of broad fiscal planning and
analysis. The Bureau of the Budget is on the
Presidential staff and maintains continuous con
tact with agency officials and finally prepares
the President’s budget document for submis
sion to the Congress; it also oversees the alloca
tion of funds and the execution of budget pro
grams. In the fiscal year 1960 Internal Revenue
Service collected $91.8 billion in gross revenue
which, of course, was used in carrying out the
programs, plans and policies of the U. S. Gov
ernment.
Quoting from President Kennedy’s message
of March 25, 1961:
“This, then is the revised budget—apart from
defense additions—that I now present to the
Congress. A budget which is in balance in
terms of my pledge of January 30. A budget
that is likely to be in deficit unless economic
conditions rapidly improve to meet the levels
predicted in January 16 budget. A budget that
would be in surplus if the economy were
operating at or near its full potential.”
This illustrates the interdependence of the
economy with Governmental receipts. The sys
tem has become complicated, involved, di
vided, and strung out over the year due to the
size of Government. The editors of Newsweek
as well as editors and writers of other publica
tions point out the absurdity of the outgoing
President being required to frame and present
the budget for a year in which he will not be
in office. This practice obscures the fiscal re
sponsibility of a new President for his first
eighteen months in office. Also, it has been
pointed out that there can be no real executive
budget until the President, like the governors
of 43 states, has the power to veto individual
items of the appropriation bills.
The Assistant Secretary of Defense, Comp
troller, Charles J. Hitch, has said “The finan
cial management system must also provide the
data needed by top Defense management to
make the really crucial decisions, particularly
on the major forces and weapon systems
needed to carry out the principal missions of
the Defense establishment. These decisions
(Continued on page 6)

the President. The budget represents a care
fully prepared plan for carrying on the many
activities and services of the Government
which the Congress has authorized in response
to the needs and desires of the American peo
ple.
By law, the budget must be transmitted to
the Congress each year within 15 days after
Congress convenes. The budget, after approval
by Congress, becomes the plan of action for
the entire Federal Government.
The Federal budget has Constitutional basis
in Sections 8 and 9 of Article I which pro
vide Congress with the power to levy and
collect taxes, pay debts, etc., and provide that
no money shall be drawn but in consequence
of appropriations. Article II, Section 1 provides
for the vesting of executive power in the Pres
ident and Section 3 provides that the President
shall present a State of the Union message and
recommend measures deemed expedient.
The major portion of present Federal pro
cedure stems from the Budget and Accounting
Procedures Act passed September 12, 1950.
The Federal budget is now referred to as a
“performance-type budget” and was placed in
effect in 1951. This is interpreted to mean that
the President of the United States is respon
sible not only for the formulation of the ad
ministration’s financial policies and programs
and the preparation of the national budget but
also for the efficient management of the fiscal
affairs of the Federal Government.
The Federal Budget affects five public policy
areas: (1) Economic—Government impact upon
society, the stock market, business (GNP),
etc.; (2) Debt—management, interest rates,
financing; (3) Revenue—tax programs; (4) Ex
penditure—productive or nonproductive; and
(5) Operating & Management. Can we accom
plish functions in such a way to avoid un
favorable results in the economy.
Budget formulation is the preparation and
adoption of a plan of activities relating their
costs to resources for a given period of time.
In the Federal budget program the formulation
includes the budget ceiling, budget estimates
of the agencies or departments, Bureau of
Budget consideration, Presidential approval of
the budget to be presented to Congress, Con
gressional consideration and the enactment of
appropriation measures. The formulation or
budget estimate phase includes the budget
justification, i.e. the reason for the budget re
quest plan or program. This is followed by the
budget authorization which is the appropria
tion of funds. The Budget execution is the con
trol phase in which the management of a plan
of activities, approved by appropriate au
thority, proceeds according to budget plan or
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Report to Management
“Manufacturing of Food” Accounting
By: Mary C. McDonnell
Sealtest Foods
Division of National Dairy Products Corporation
Kansas City, Missouri

The operating divisions of most large cor
porations today are not directly concerned
with balance sheet analysis, equity financing
or the interest rate of the corporate bond
market. The management of these divisions
are instead absorbed in the efficiency and profit
producing record of their own particular
operation. As a result, they are vitally in
terested in reports, analyses or studies which
furnish the information that will better guide
them in making the right day-to-day decisions
in managing the operation for which they
are responsible.
Historical accounting is not an end in
itself but provides a basis on which to predict
the future. Each month we in our plant pre
pare a profit projection of the three succeeding
months. In that way, if the projected results
are unsatisfactory, steps can be taken to im
prove the picture before the month has begun.
Nothing can be done to improve the opera
tions for a particular month after that month
is past.
Before introducing a new product or an
old product in a new size we first make a
projection. The sales department supplies their
best estimate of the sales volume which can
be expected of this item. The plant provides
a formula to calculate material cost and in
formation to project labor costs, processing
and container expenses. If the study reveals
that the new item will not provide sufficient
volume to be produced economically or if it

cannot be sold at a price which will cover
all costs and provide a profit, it is not intro
duced.
This company has consistently operated on
a net profit of about three cents on the sales
dollar. On such narrow margin, it is neces
sary continually to watch all operations close
ly, costs especially, in order to achieve
net.
Twice each year, a detailed labor analysis
is made in the plant to point out those opera
tions where production efficiency is too low.
Frequent analyses are made of route returns
to find items where excessive returns are ad
versely affecting costs or to spotlight negligent
drivers. When new labor saving equipment
becomes available, studies are made to de
termine if the savings in labor will justify
the expenditure for the equipment. In con
sidering the cost of labor, full recognition is
given to the cost of payroll fringe benefits.
While reports to management should contain
all pertinent information, it is desirable to
keep these reports as brief as possible. The
information should be presented in a complete
and understandable form so that the manager
avoids puzzling through poorly described or
nonessential information. Every effort should
be made to present the vital information to
management to permit timely consideration so
that the right decision may be reached in time
to take appropriate action. To summarize, be
brief, clear and prompt.

(Continued from page 5)

What we have in mind, under the new ap
proach to Defense budgeting, is a three-phase
operation: (1) the planning and review of re
quirements, (2) the formulation and review
of programs extending several years into the
future, and (3) the development of the an
nual budget estimates. True economy does not
mean scrimping on essentials. It means making
the most efficient use of the resources avail
able, eliminating waste and nonessentials and
discarding expensive programs that contribute
only marginally to our strength. This is the
kind of economy which requires hard work and
hard thinking and, often, the adoption of un
popular courses of action.”

cannot be made rationally without an adequate
knowledge of the available alternatives, in
terms of their military worth in relation to their
cost. Because of the long life cycle of major
weapon systems, the cost of the systems must
be projected over a period of years, ideally
over their entire life span. The entire system
must be oriented to provide top management
with essential data in terms of programs, since
it is in these terms that major decisions have to
be made. The financial management system
must, of course, also support management at
other levels in the Defense establishment.
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Problems in Adherence to
Generally Accepted Accounting Principles
(A study of Three Creameries)
By: Nancy J. B. Lawson, B.S., M.B.A.

How valid is the information provided by
accounting records? A recent study and com
parison of accounting problems according to
size of firm in a given industry1 provides some
interesting information of this subject. The
three companies chosen for a comparative
study are alike in only one major aspect—they
are all members of the California dairy in
dustry.
Creamery A, a processing and distributing
company, is organized on a partnership basis.
The sales area covers most of northern Cali
fornia and part of southern Oregon. The area
being serviced is almost a circle, with an aver
age seventy mile radius from the plant. The
creamery has one main office and one branch
office. The office staff consists of two book
keepers, one is part-time only, and one of the
partners, who acts as manager of the creamery.
Creamery B is a corporation which was
created specifically to handle the distribution
of the milk products processed by the proces
sing corporation P. The unusualness of the
business structure involved is brought out
when it is learned that P was formed specifi
cally to lease the land and buildings necessary
for milk processing from a partnership of three
people. However, since the membership of
the original partnership, along with some addi
tional members of their respective families, are
the sole holders of the capital stock of the
corporation, and the three partners remain the
driving force behind the unified business to
day, there is no actual difference between B
and the other two companies, except the super
ficial legal one.
The main delivery, i.e., marketing area, for
B is within a fifty mile radius of its plant, in
the north central part of California. B has one
branch office, also. All of the employees of B,
twenty-three in number, are operating em
ployees. It is on the payroll of P that the
office staff members are listed, of which there
are eleven.
Creamery C is one of the top three American
companies which handle dairy products, and
has interests in a wide variety of other prod
ucts. The D branch of creamery C is only one
of the four units in operation in the state of
California. Each of the branches within this
1Lawson, N., “A Comparative Study of Account
ing Methods in Three Creameries,” (Berkeley, U.
C. School of Business Administration, 1959).

state has been incorporated under one legal
framework. A degree of independence exists
among each of the units, however. Each is
allowed to maintain the accounting records in
the fashion desired. Branch D is in charge
of thirteen sub-branches in about a twenty
square mile area. It services the sub-branches
by maintaining the entire record keeping sys
tem needed. The office staff consists of ten
employees, controlled by an office manager.

THE COMMON PROBLEM
These three creameries, one a small partner
ship, one a large corporation, and one a me
dium sized mixture of the two, were found
to have many problems, some similar and some
dissimilar; some important and some concern
ing details. One common major problem was
the difficulty of adherring to generally accepted
accounting principles. Although all three com
panies had this difficulty, the areas of disgression were dissimilar. Therefore, a brief de
scription of parts of the accounting systems and
procedures used in each firm will be necessary
for an understanding of the problem and of the
conclusions.
COMPANY A
The basis of maintaining the accounting
records is stated to be the cash basis of ac
counting. Four records of original entry are
used: a cash receipts journal, a disbursements
journal, a general ledger, and a private ledger.
The cash receipts journal is essentially a two
column record, with columns for sales and mis
cellaneous, respectively. Following the prin
ciple of the cash basis of accounting no column
exists for accounts receivable payments. At the
time of collection, no acknowledgement is
made for the liability for sales taxes due on re
tail type sales made to taxable buyers, of
which there are a few.
No formal record in the general ledger is
provided for that category of assets known
as Accounts Receivable. However, a complete
file is maintained, alphabetically by customer,
of the sales slips representing merchandise
sold on credit to the jobbers and to the whole
sale trade.
There is one note receivable upon which
monthly payments are recorded by journal
entry.
(Continued on page 10)

ANNE D. SNODGRASS, C.P.A.
PRESIDENT 1961-62

Another year of growth and expansion of
the American Society of Women Accountants
is about to close. It has been a year of exciting
progress for many of our Chapters. Following
the increased activity and development of this
Society through the newsletters, reports, cor
respondence and personal contact has been
most gratifying.
The growth of this Society has occasioned
the need for an increase in the number of
National Officers and Directors who guide and
coordinate the various programs of ASWA. At
the last Annual Meeting, the complement of
the Board of Directors was increased to fifteen
by adding two more officers and one more
director. Provision was also made for a Presi
dent-elect in order to enable the President of
this Society to plan for her term of office over
a longer period of time.
To serve the needs of our growing Society
more efficiently and more effectively, it has
been necessary for the Supervisor of our
National Headquarters to arrange for additional
office space. Within the next few months, our
central office will be installed in larger quar
ters at the same Chicago address.
The Miami Chapter of ASWA was instituted
Our individual Chapters are doing a mag
on April 13, 1962, so we have now grown to
nificent
job. The scholarships awarded by
75 Chapters in a period of less than 25 years.
It is a pleasure to welcome this new group of some of our Chapters range from $25 to $250,
professional women accountants into our or and often mean the difference in a student’s
staying in school or dropping out. But we have
ganization.
Chapters
in only 74 cities in the United States,
More important than the physical growth
of this Society has been its growth in stature and the need for scholarship aid extends far
and recognition as a professional society of beyond that. If we are to meet the growing
qualified accountants working together with challenge placed upon us by these young
other organizations for the betterment of the students, we must expand and enlarge our
profession as a whole. This wider recognition entire scholarship program.
Last year we established the Betty Brown
carries with it an even greater responsibility
and obligation to meet the demands placed Memorial Scholarship Fund, and we are now
formulating plans to make the best use of this
on us by society.
One of the demands which we are beginning fund. The amount presently available is not
to note is that of requests for assistance by sufficient to start a long-range program. How
women accounting students. Although the ever, one of the largest educational loan funds
need for qualified accountants is ever increas for assistance to women students today has
ing, there is a serious danger that the supply grown from an original gift of some $500 in
will decrease due to the higher educational 1907, to nearly a million dollar project, which
qualifications necessary in all fields of en aided 1772 girls in 1960-61. It can be done—
deavor, as well as with the higher cost of but we must get started.
obtaining such educational qualifications. More
Before closing my message for “The Woman
and more, women students are going to look to C.P.A.” I would like to express my personal
ASWA for help—for our very purpose prom appreciation to the officers and directors of our
ises them encouragement and increased oppor affiliated organization, the American Woman’s
tunity. What better way can we provide such
encouragement and opportunity than by finan Society of Certified Public Accountants, who
(Continued on page 14)

cial assistance?
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ASWA President's

Message

Erma A. Sembach
Cincinnati, Ohio

Miss Sembach has served the American
Society of Women Accountants in many ca
pacities, including vice president, treasurer,
and chairman of the membership, program
and advisory committees. Currently she is en
gaged as vice president and general manager
of The Cin-Made Corporation, where she
supervises the factory and sales operation, in
volving approximately 70 employees. She is
also secretary and treasurer of Hopple Plastics,
Inc.
Her accounting education was obtained at
the University of Cincinnati, and her affilia
tions include membership in Zonta, Interna
tional.

The American Society of Women Account
ants is approaching its 25th Anniversary as an
organization—an organization dedicated to the
aims and purposes for which it was founded.
Many of us have derived substantial benefits
from our association with ASWA, and we look
forward to new experiences as we work to
gether and study the many developments and
changing techniques in the accounting profes
sion.
Great strides have been made in the profes
sion since the beginning of our organization,
and, as we look around, we can see the tre
mendous challenge we face in the future. We
can best explore the impetus of automation,
data processing and management problems as
well as the job opportunities which lie ahead
through the united efforts of our membership.
Personal and organizational improvement
can be continued through active participation
in ASWA and harmonious cooperation with
the American Woman’s Society of Certified
Public Accountants.
The members of the Society owe a debt of
gratitude to Anne Snodgrass, who accepted the
responsibilities for leadership of the organiza
tion after the untimely death of its president
elect, Betty Brown. Thus it was possible to
prevent any interruption in its continuing
program.
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As members of ASWA we also have an
obligation to encourage the young accountant
and to interest the student to consider ac
counting as her profession.
I would like to introduce the Officers and
Directors elected for the 1962-63 term:
Pearl M. Isham of Los Angeles, assumes
the new post of president-elect. The vice
presidents are: Margaret L. Bailey of Denver;
Bernadine Meyer, Pittsburgh; and Phyllis E.
Peters, Detroit. Roberta M. Callahan of Cin
cinnati assumes the duties of secretary, and
Anna M. Jackey of Louisville, those of treas
urer. Elected to serve as directors are: Mary
R. Baughan, Huntington; Mary Louise Miller,
Baltimore; Darthe F. Nay, St. Louis; Gracia
W. Robinson, Kansas City; Helen Matthews,
Phoenix; Elaine Roth, West Palm Beach; Co
rinne Gammage, Minneapolis-St. Paul.
Our future achievements depend not only
upon those who have been elected to these
various posts, but upon the cooperation they
receive from the membership of the individual
chapters. We ask your faithful support. The
confidence you have placed in me is appre
ciated, and I am fully aware of the responsi
bilities involved.

(Continued from page 7)
Inventory is given no formal recognition by
Company A, although, this item is determined
monthly for the preparation of the profit and
loss statement. Perpetual inventory records are
actually maintained for two items: fluid milk,
and ice cream. In establishment of a dollar
valuation for the physical quantity of fluid milk
and ice cream on hand at the end of the
month, consideration is given only to two
items: the raw material value (which is for
raw fluid milk delivered during the month),
and the charge for labor. All indirect expense
items are considered to be period charges: this
includes all the ingredients which go into the
ice cream and all the containers used for pack
aging purposes. Various worksheets covering
the receipt, usage, and delivery of the products
are balanced off against each other at the
month’s end to determine the book inventory.
This figure is adjusted to the physical count
taken and discrepancies are usually ignored.
Under the caption of prepaid expenses and
deferred charges are insurance premiums, ad
vances against employees salaries, and ad
vances drawn by the partners against the fu
ture determination of periodic profit.
No formal record is kept of accounts pay
able. However, when the balance sheet is pre
pared monthly, the “outside” accountant in
cludes a valuation for payable due to the raw
fluid milk producers for the month.
It is obvious that Company A is not using
the cash basis of accounting. Neither the
partners questioned nor the accountant in
charge of the records were able to give a pre
cise meaning to “cash basis of accounting” as
it applied to this company.
In a cash basis of accounting, using terms
generally accepted by accountants, revenue
is considered earned at the time of collection in
cash, and expense is incurred at the time cash
is disbursed. Implicity involved is the lack of
recognition of income represented by receiv
ables until the receivables are converted into
cash; expense recognition of outstanding obli
gations are ignored; and the place of inventory
in determining income is unacknowledged.
The financial statements of Company A are
definitely not on a cash basis. Although ac
counts receivable do not appear, such items as
inventories, accounts payable, prepaid ex
penses and accrued taxes payable do. A rigid
interpretation of the cash basis of accounting
would allow only the appearance of cash on
the asset side of the balance sheet, balanced
by an equal amount appearing in the owner
ship account of the proprietorship side. There
fore, there can be no question that the account
ing system of this company is not being oper
ated on a cash basis; it is a juxtaposition both
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of the accrual and cash bases. One could pos
sibly defend this system were it to be con
sistent within itself. In this it also fails. Not
so much in that this system fails to provide the
adequate disclosures as called for in the 1957
Statement of Accounting and Reporting Stand
ards for Corporate Financial Statements2,
wherein this statement appears:
The result of transactions occurring within
the period reported on should be presented
in financial statements. The results should be
reported to the extent that a knowledge of
such information is significant . . .

Of fundamentally more importance is the
system’s failure to conform to the generally
accepted accounting principle of recognition
of revenue in the period earned. From the
same 1957 statement, the following quotation
clearly states the position of the accounting
profession:

If a tangible product is furnished by the
enterprise to its customers, revenue should
normally be recognized at the time of sale.
This position is further emphasized in the
1957 statement by the following:

Transactions relating to current operations
should be reported as components of realized
net income of the period. Income determin
ing transactions recognized in the current
period but primarily relating to prior activi
ties should not affect the determination or
reporting of realized net income of the
period.

In the accounting system of Creamery A,
recognition of sales lags one month. Revenues
from the operations of a previous period are
matched against the expenses for the current
period. Roth the recognition of revenue and the
matching of revenue with the appropriate ex
penses are inconsistent with the generally ac
cepted standards. Although these standards
have been established primarily with the cor
porate form in mind, the transfer of the stand
ards to a company operating in the form of a
partnership is acceptable practice.
The company bases its defense of the present
system on its acceptance by both the auditors
of the Internal Revenue Service and by the
California Bureau of Milk Control. The com
pany maintains that until either or both of
these social control agencies object, the system
must be considered acceptable, and therefore,
by inference, meeting the standards set by
generally accepted practice.
2American Accounting Association, “Accounting
and Reporting Standards for Corporate Financial
Statements 1957 Revision,” (Columbus; Ohio State
University, 1957).

for defining the area of coverage appropriate
to a given set of records or reports.

COMPANY B.
Technique-wise, this company maintains a
very smooth operating set of accounting
records. Of the three companies involved, it
does have the largest office staff, and one whose
performance appears on the surface to be
excellent. In maintaining the accounting sys
tem, strong emphasis is placed upon the ac
crual basis, and little deviation is permitted.
A brief survey of some of the accounts will
provide the background for the following dis
cussion.
The buildings and land leased from the un
derlying partnership are included in fixed as
sets, but expense accounts are charged directly
for periodic lease payments. An oddity crops
up in that the company maintains records
which indicate the amount charged as depreci
ation on the items within the fixed asset cate
gory on the tax returns of the individual
partners.
Since the only stock of the corporation is
common stock, issued at par, there is no paidin surplus account. In keeping with the char
acter of the original partnership, there is no
single earned surplus account on the company
books. Earned surplus has been segregated
into three parts; each part is identified with a
specific partner, i.e., Earned Surplus A, Earned
Surplus B, and Earned Surplus C. To confound
the recording system even further, within the
segregated reserves of the company are listed
three drawing accounts, one for each partner.
Monthly financial statements are developed
for all the business units involved. A balance
sheet is formed for each firm, the partnership
and the two corporations. A consolidated bal
ance sheet is made for the two corporations
only. Income statements in consolidated form
are made for only the two corporations. Rev
enue and expenses are shown in major class
totals only, but details appear in separate
schedules. The detailed information on the
schedules is made available to supervisors re
sponsible for the process or department in
volved. Because of the relatively limited capi
tal structure, strong emphasis is placed upon
the flow of funds. This is reflected in the de
sire of the company for a monthly statement
of Application of Funds.
The lack of adherence to generally accepted
accounting principles on the part of this com
pany lies in its complete refusal to pay more
than lip service to the fact that there are three
separate business entities involved. On page
two of the previously mentioned 1957 state
ment, there appears the following:

In the financial statements issued, an attempt
is made to segregate and classify in a manner
which will lead the reader to believe that three
separate economic units are involved. The ac
tual accounting system involved is only one
system, not three. No segregation is maintained
as to the ownership of fixed assets, revenue or
expenses. There is but a single set of books
maintained on a double entry system. A single
bank account serves to handle all receipts and
disbursements. Credit is granted by the bank
upon the basis of a consolidated statement for
all three entities, not for any single one.
In this instance the feeling is that there is no
need to define the area of coverage of reports
or records as limited to any specific enterprise
since the owners of the partnership and the
two corporations are approximately identical.
The financial statements prepared pierce the
corporate veil to report to the individuals
standing behind.
COMPANY C.

This firm being the largest, and part of a
nationwide organization as well, would be ex
pected to and does have very nearly an ideal
accounting system. There is a deviation from
the ideal in that there is some inconsistency
in the methods of accounting for depreciation
expense. All fixed asset items are carried at
cost, with an allowance account for each major
category in this class. Uncommonly, for de
preciation purposes, any additions to, or de
ductions from the fixed assets occurring during
the calendar year are ignored. The total an
nual charge for depreciation is calculated at
the beginning of each year, based upon the
straight line method of computation. Each
month one-twelfth of the total so determined
is recorded on the books, regardless of activity.
This practice is allowed by the Internal
Revenue Service. It is objected to, however,
since the practice followed seems to be based
upon convenience of operation rather than any
attempt to allocate to a period the expense of
that period.
For all other future expense items proration
is made which allocates the expired portion as
an expense, evenly throughout the useful life
span of the items. This is consistently followed
for insurance, office supplies, and similar items.
Therefore, it appears that there is consistency
in handling items within a single account, but
none exists in the method of treatment of
items within a group of similar accounts.
The three creameries involved in this study
show a decided variation in the details of their
(Continued on page 14)

The business entity concept provides the
basis for identifying economic resources and
activities with specific enterprises, and thus
11

TAX FORUM
ROSEMARY HOBAN, C.P.A.

suggested language to use in requesting payees
to furnish account numbers for the 1963 con
tacts. Such notice would ask the payee to
furnish the number if he has one or to notify
the payer of his need for an application for a
number if he has not yet applied for one. An
application for Account Number will be sent
to the payee by the Service when it has been
notified of those who need applications by the
payer.
It would not seem too early to begin plan
ning procedures to meet the requirements
outlined above.

TAXPAYER ACCOUNT NUMBERS
With the imminence of automatic data proc
essing of federal income tax returns and the
already enacted legislation authorizing the use
of taxpayer account numbers, it behooves all
of us who are in any way concerned with the
filing of information returns as well as income
tax returns, to consider the steps to be taken
in this regard. All information returns covering
payments of income such as wages, interest,
dividends, and royalties (above specified
limits) made on or after October 1, 1933, must
show identifying numbers for payees.
The Treasury Department has recently re
leased a statement relative to taxpayers’ re
sponsibilities in this regard, both as to payees
of income and payers. A summary of the
statement follows:

POSSIBILITY OF REFUNDS OF 1961 TAX
DUE TO STORM LOSSES

On March 31, 1962, the President approved
a bill allowing taxpayers who suffer a casualty
loss to elect, under certain circumstances, to
take the deduction on his return for the pre
ceding year. This may result in acceleration
of refunds of tax for some taxpayers.
The new rules apply to losses attributable to
a disaster which occurs during the period fol
lowing the close of the taxable year and on or
before the due date for filing the income tax
return for the taxable year. In the case of an
individual taxpayer, this would mean the
period from January 1 to April 15 and in the
case of corporations on a calendar year basis,
from January 1 to March 15.
The special rules apply only to losses incur
red after December 31, 1961, and in an area
determined by the President of the United
States to warrant disaster assistance by the
Federal Government. Eleven such areas and
the types of disaster have been so determined
for the period from February 8, 1962, to
March 7, 1962, and include the following
states: Idaho, Nevada, California, Delaware,
Maryland, New Jersey, Virginia, West Vir
ginia, Kentucky, New York, and North Car
olina.
A taxpayer who suffered such a loss and has
filed his 1961 federal income tax return may
file an amended income tax return for 1961
electing to claim the disaster loss deduction
in that return. If the taxpayer elects to take
the loss deduction for 1961, he may not claim
the deduction in 1962. The amount of the
deduction shall not exceed the amount which
would otherwise have been allowable if the
taxpayer claimed the deduction on his 1962
return. In computing the loss, the taxpayer
must take into account any claim for re(Continued on page 14)

For persons receiving income.
Taxpayers who have social security num
bers were requested to show them on their
income tax returns and declarations of esti
mated tax filed in 1962. Those who did not
show a social security number on their returns
will be mailed an Application for Account
Number (Form 3227). Account number cards
will be issued as promptly as possible but
several months may be required for processing
an application and informing the taxpayer of
his number. Taxpayers are urged to be
patient about receiving their numbers.
Persons who receive income, such as wages,
interest, dividends, and royalties, are required
to furnish the payer of income with their
numbers. For this year, payees should await
requests from the payers before furnishing
their numbers. If income is paid to a husband
and wife jointly, only the husband’s number is
to be furnished. If income is paid to a wife
separately or to a widow, she must furnish
her own number.
For payers of income.
During the year 1962, payers of dividends,
interest, wages and other income required to
be reported on information returns may re
quest payees who have social security num
bers to furnish them so that they may begin
to enter them on their records.
Beginning in 1963, payers will request
numbers of all payees. All information returns
covering payments made on and after October
1, 1963, must show the identifying numbers.
Payers may ask the District Director of In
ternal Revenue about September 1, 1962, for
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S. Madonna Kabbes, C.P.A.
ACCOUNTING FOR DECISION-MAKING,
by H. J. Davidson and R. M. Trueblood.
Accounting Review, Vol. XXXVI, #4
October, 1961—PP. 577-582.
Decision-making by management involves
recognition of the problem to be solved, con
sideration of the possible alternatives, and
finally decision as to which of these alterna
tives appears to offer the best solution.
What is the relationship of the accountant
in this decision-making process? While man
agement has always relied on the accounting
division to furnish necessary data and infor
mation, the need for new kinds of information,
not generated by the conventional accounting
system, is being constantly demonstrated.
The decisions faced by business organiza
tions fall roughly into two categories—those
of a routine nature which continually recur,
and those of the “special” or nonrecurring
type. While some progress has been made
through research in the area of routine de
cisions, serious deficiencies still exist. Infor
mation supplied to management may be de
tailed, where summarized data would suffice;
it may fail to provide adequate facts on which
to base a decision; or it may be untimely in
that it is supplied too late to be useful, or is
furnished routinely while it is actually needed
at only irregular intervals. The above deficien
cies have often been overlooked in systems
design when data processing is being installed.
While the flow of information should be greatly
improved with electronic data processing,
unless such information is carefully screened
and summarized, management may be deluged
with irrelevant data.
Some correction has been effected in the
problems concerning untimely information
through the use of analytical studies, and also
the concept of exception reporting. Progress
has already been demonstrated in areas such
as inventory control, production control, and
investment decisions by applying scientific
analysis in formulating rules for routine de
cisions.
Less progress has been made in improving
the information flow in regard to “special”
decisions. The problems in such areas are less
obvious, and yet failure to recognize them will
exact the heaviest penalties. In the past man
agers have relied largely on haphazard infor
mation to aid them in recognizing and at
tempting to solve such special problems. Re
search in this area is now being conducted in

an attempt to devise information systems which
will offer aid in recognizing the problem, as
well as furnishing alternatives for its solution.
The authors’ concluding challenge to the ac
countant is that he not only continue his
stewardship responsibilities, but that he give
more attention to supplying management with
the kind of information which will aid in
making the broad decisions which business
organizations now face.
ADVANCED ACCOUNTING, by Bedford,
Perry and Wyatt, John Wiley and Sons,
Inc., New York, 1961, 758 pages.
The “organizational approach” used in this
book presents the materials usually included
in an advanced accounting text in a way that
is both logical and practical. Recognizing that
only with a thorough understanding of the con
cepts and principles of accounting will the
student be able to cope with the many busi
ness situations he will meet in practice, the
authors have emphasized the conceptual in
terpretation, and yet have not ignored the
technical proficiency which must also be ac
quired.
A natural sequence has been followed in the
five divisions which develop the problems of
the enterprise from the standpoint of its for
mation, maintenance, expansion, contraction
and possible liquidation. The presentation
leads the reader from the more elementary
concepts, with which he is already familiar,
into broader areas of application where de
partures from such basic concepts may some
times be warranted. Where conflicting opin
ions exist the various viewpoints are presented,
together with the criticisms of the authors
concerning the validity of such procedures; in
other areas where suggested changes have
been recommended, analysis is given to show
why the profession has not at present ac
cepted such changes.
Included in the division concerning the
maintenance of the enterprise is a chapter on
valuation; as one suggested method an ex
ample is given, in some detail, which shows
the effect of converting original costs into
statements based on common-dollar amounts.
Other new material includes a discussion of
how accounting data may be used as an aid
in decision making concerning contemplated
expansion. Evaluation of the effects of such
expansion, as well as the possible methods of
financing, are discussed and compared.
Some of the situations which may arise
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( Continued from page 11)
bookkeeping systems. This is somewhat to be
expected, considering the economic sizes in
volved, the degree of integration, the business
areas serviced, the ownership structure, the
type of person in the controlling position, et
cetera. Yet all three companies profess to be
gathering economic data in such a manner as
to provide the owner, either directly or through
a hired manager, with the information required
for him to make adequate decisions. The sys
tems are declared to provide useful informa
tion, not just information.
Considering the above declaration, and that
the milk industry in California is a closely
regulated one, it was surprising to find that all
three creameries studied failed in some way to
meet the requirements of generally accepted
accounting principles and procedures. This
failure certainly affected the validity of the
financial statements, i.e., the validity of the
information available for decision making, and
ultimately the appropriateness of the decisions.

making it advisable for the enterprise to con
tract its scope of operations are developed in
section four, along with the accounting treat
ment to be followed to effect such contraction.
Considered here are the ways to reflect de
cline in asset values due to economic condi
tions, extraordinary obsolescence, debt retire
ment and contraction of the investment
equities of the owners.
Following each chapter adequate problems
of varying complexity are given. The illus
trative problems used in the text material have
been compounded with fairly simple numbers,
so the principle is not obscured by the com
plications of computation.
The style throughout is readable, logical
and well organized. Careful reading of this
text should broaden the viewpoint of the
reader, strengthen his understanding of basic
concepts, and make him generally more
cognizant of the problems which must be
faced by our ever expanding accounting pro
fession.

TODAYS WOMAN IN TOMORROW’S
WORLD published by the Women’s Bureau
of the Department of Labor (Bulletin
#276) pp. 124.
The above title was the theme of the con
ference held in Washington, D. C. in June,
1960 to commemorate the 40th anniversary
of the Women’s Bureau. The speakers on the
conference program, as well as the partici
pants in the panel discussions, emphasized the
increasing part women must be prepared to
assume in meeting the manpower needs of
the next decade. James T. O’Connell, Under
Secretary of Labor, predicted “the number
of women at work will increase 25% in the
decade ahead, and by 1970 one out of every
three members of the labor force will be of
the distaff side.”
Another encouraging thought expressed was
that the prejudices against age and sex will
decrease in the years ahead. The mature
woman, planning to re-enter the labor force
after her home duties decrease, was urged
to bring her training up-to-date and be pre
pared to meet current conditions when she
applies for employment.
Various charts are included showing dis
tribution of women in the labor force by
number and age groups, marital status, amount
of college training and other comparative
data. These graphic presentations serve to
highlight the progress that has been made
in the past 40 years.

(Continued from page 8)
have been so willing to give of their time and
talent to help us through a year made diffi
cult by the loss of our President-elect, Betty
Brown.
I will never be able to express the gratitude
I feel toward the other officers and directors
of the American Society of Women Account
ants for their cooperation, encouragement and
support. It has been an honor and a real
privilege to serve as president of such an
organization as the American Society of Wom
en Accountants.
It is a genuine pleasure for me to turn the
leadership of this Society over to one so capa
ble and dedicated as Erma A. Sembach of
Cincinnati Chapter. I am looking forward to
1962-63, our 25th year, as one which will be
truly outstanding.

(Continued from page 12)
imbursement for which there is a reasonable
prospect of recovery.
The Internal Revenue Service has indicated
it will endeavor to expedite refunds in these
situations and suggests that the taxpayer in
filing such an amended return or claim for
refund, attach securely to the front of the
return a statement to the effect that a disaster
loss is claimed.
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Comment and Idea Exchange Column
MARION E. DAVIS

STATUS OF WOMEN

Basically, a bond is an IOU or promissory
note of a corporation, usually issued in mul
tiples of $1,000, although $100 and $500
denominations are not uncommon. A bond is
evidence of a debt on which the issuing
company usually promises to pay the bond
holders a specific amount of interest for a
specified length of time, and to repay the loan
on the expiration date.
In every case, a bond represents debt—the
holder is a creditor of the corporation and not
a part owner as is the shareholder.
There are many kinds of bonds, each of
which must be thoroughly understood by any
investor wishing to put money out at interest.
Some of these kinds are as follows:

A 13-member committee to review the Fed
eral government’s employment policies and
practices regarding women has been estab
lished by the President’s Commission on the
Status of Women. Miss Margaret Hickey, a
contributing editor of the Ladies Home Journal
and member of the Commission, is chairman.
The Commission has a mandate to inves
tigate a broad range of topics involving the
Status of Women, one of which is “employ
ment policies and practices of the Federal
government.” A special committee has been
named to examine the job opportunities and
pay for women employed by government con
tractors. The establishment of this committee
marks the first time that problems involving
sex discrimination will have been fully ex
amined in this particular field.

*

*

*

*

Collateral trust bonds
Convertible bonds
Coupon bonds
Bearer bonds
Debenture bonds
General mortgage
bonds

*

CAPITAL ASSET RECORDS

We find it is advantageous to keep vouchers
pertaining to capital assets in a permanent file
where they are retained for the lifetime of the
asset.
Each invoice, when received, is boldly
stamped “Capital Asset” and after check prep
aration, is filed chronologically in a “Capital
Asset File.” (A cross reference is inserted in
the Accounts Payable files referring to the
permanent files.)
This method of filing makes the asset rec
ords readily accessible to all who must use
them. Several auditors have made favorable
comments about the system, and needless to
say, it saves time for our office personnel if
they do not have to refer to a large file.
Marjorie Williams, Columbus Chapter
*

*

*

*

Gilt Edged bonds
Government bonds
Income bonds
Mortgage bonds
Municipal bonds
Registered bonds
Serial bonds

Bonds vary so greatly in their investment
features, or lack of them, that they should be
purchased only after careful consideration of
investment objectives.

Freda V. Meyerhoffer, Baltimore Chapter
*****

POINTS TO PONDER FROM
PREVIOUS ISSUES

“Most accountants today feel that they are
competent, but there is some doubt as to how
long they will remain professionally competent
without some continuing education.”
—December, 1961

“If financial statements are to provide any
real use to their readers, accountants of the
future must rid them of some of the ultra
conservation and inconsistency that force pres
ent statements to be somewhat unrealistic.”
—December, 1961

*

BONDS—THE I.O.U.’s OF INDUSTRY
AND GOVERNMENT
When you find yourself short of lunch
money and raid the petty cash box for a couple
of bucks, you usually make out a slip which
reads, “IOU $2,” and sign your name.
Actually, you have issued your bond—with
out interest, it is true, but still a bond. You
PROMISE TO PAY $2 sometime in the future.

“Searching out duplications in effort, either
by departments or in the use of overlapping
forms and reports, is a source of cost reduction
and control.”
—June, 1959
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How To
Prepare For The CPA Examination
intensive CPA

Coaching Course which has produced out
standing results. It is available only to

home-study method of tutoring is ideally
suited to CPA examination preparation.
Maximum use can be made of every avail
able hour.

competent accountants qualified through
training and experience to prepare for the
CPA examination. No attempt is made to

teach general accounting; the entire course
is pointed directly at the CPA examination.

HE need for special coaching has
been well established by innumerable
experienced accountants who have floun
dered in the examination room. They
knew how to make audits but they didn’t
know
(1) how to analyze problems for the pur
pose of deciding quickly the exact require
ments.
(2) how to solve problems quickly,
(3) how to construct definitions accept
able to the examiners, or
(4) how to decide quickly on proper ter
minology.

T

The IAS-CPA Coaching Course has
been designed for busy accountants. The

The text material consists of 20 sub
stantial loose-leaf assignments totaling
more than 800 pages. It includes hundreds
of CPA examination problems and ques
tions, with solutions supplemented by
elaborate explanations and comments,
working sheets, side calculations, and dis
cussions of authoritative opinions.
Written examinations at the end of each
assignment require solutions to problems
of CPA examination calibre. These- are
sent to the school where the grading,
including personal comments and sug
gestions, is done by members of the IAS
Faculty, all of whom are CPAs. Supple
mentary review material is furnished to
those who want to “brush up” on specific
accounting subjects, at no additional cost.

The IAS booklet, “How to Prepare for
the CPA Examination” is available free
upon request. Address your card or letter
to the Secretary, IAS . . .
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